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TURNOVER CGST INDEX OF CCMMERCIAL GOODS, IK CHINA

Lﬁote ¢ subsequently
published errata Liu Hsin
are ﬂppended_.7

The turnover cost index ic one of the indexes which reflects the operu-‘.
tlon of state-owned trading enterprises. It enables the euntrepreneur to com-
pare his cost of turnover index for the current quarter with past quarters.
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Irn represents the average turnover cost index, and ES LE appearing iun
formulas represents summation sign; represents the total cost of turnover, and
EPQ represents the total of commercia]l goods sold where P represents the price

and Q the quantity, then E:E}% . (1)

The conditions that may cause I to change are (1) o change in value and
(2) a change in the composition of cormercinl gocds. The ehauge in value takes ;
two forms: (1) the change in value of ccrmercial goods during transit and (2) i
: change in value of the cost of turnover such as wages, packing material, and
L transportation facilities. N would be unroalistie If either the goods sold or
' the cogt of' turnover were .ffected by a change in value. Thevefore, a base
quarter with fixed price should be chosen for the cialculation of N.
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Table 1. 1951 - 1952 Turnover Cost Index
of Commercial Goods for "X" Trading Company

Price Index or

Table Actual Value Cost Index Fixed Value
1951 1652 (1551 = 100) 1951 1652 :

’

Total turnover
(100 million yuan) 500 600 99.5 500 603

Turnover cost
(100 million yuan) Lo L5 95.0 ko b7

Turnover cost

ratio (percent) 8 7.5 - 8 7.8
Comparative index ~
table 100 93.75 -- 100 97.5

Table 1 shows that the comparative index table based on current value is

6.5 percent lover where the 1952 index is 93.7% percent. This s directly :

showa by (1) 2 lover cost of turnover and (:) a change ih the value of commer-

. eial goods and o change in the cost of turnover. In addition, the decrease in {
o value of cost of turnover (the index being 95 percent), and the decrecse in i
value of commercial goods (the index belng 99.5 percent), necessarily exegger- :
ate the decrease in the over-all turnover cost index. However, by ad Justing :
the chauge in value to that of the busze quurter, the tuble of comparative in- H
dex becomer 97.5 percent, cr is Jjust 2.5 percent lower instead of 6.25 percant }
lower. i

Other than by the chinge 4n vilue, the turnover cost index is also affected
by a chanje in the compssiticn of commereial gocds. For exwple, the turaover
cest index for the marketing of chinawure would be higher than the turnover cost :
index for the marketing of textile gocds, since the packing and shipping of {
chinavare would require : higher cost, znd their turnover is slower thuin that of
tuitile goods. Also, the turnover cost index is hirgher in the rura}l ccmrmunities
thun in the urban wreus because of the difference In transportation faci{lities.

In addition to the abcve factors, there are stlill other conditions that
affect the turnover cost index. If more govds of relatively higher turnover !
cost then goods of averuge turnover cost vere sold, then the over-all turnover
cost index would be higher, although the turncver ‘cost for other goods .had peen
reduced. Therefore, the toble of comparutive index is ¢ften nisleading even
after removing thoss [factors arising from the chunge in vilue or from the change
in the compu:ition ¢f commercial goods .
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Table 2. Turnover Cost Index and Its Changes
Tor "X" Trading Company (100 million yuan)

Total of Geods Turn- Total of Turnover Turnover Cost Turnover Cost

Commodity over (fixed price) Cost (fixed nrice) Rat4~ Index, Unit :
Clagsifi- 3Bage Current  Base Current Base Current ;
cntion Quarter Quarter Quarter uarter OQuarter Quarter i
Symbol P.Q, PoQ S 5, N n; LU §
L 3 L 5 (3:1) 6 (4:2) 7 (6:5)

i

A 500 1,000 4o 63 8 6.3 L7687 ;
B 300 550 18 25.3 6 L6 17 g

!

C 150 150 6 4.8 N 3.2 .80 ;
Total 950 1,700 6b 93.1 - - - {

The obove table shows that the turnover cost index for all three commodities
has been reduced by 20 percent or more. The turnover cost index for th: base

quarter is
Ty = _ES.__O = _64._ = 0.06737 or 6.737 percent. (z)
EPoag © 550 :

The turnover cost 1ndex for the current quarter is

T e s oy e e erirans <+

- BS 23,1 .
I = e = =2 = 2.03L77 or 5.477 percent. (3)
EP,Q, 1,700

The comparative change for the current “uirter s the ratio between !

_ _ Np©  0.05477
Nc and Wl O =

- = 0.8129 or 81 _¢ pereent. (1)
Ny 0.06737

This computation shows that the over-ail turnsver cost index for the current
quarter has been reduced by 13.71 pervent (1G5 percent minu, 81.292 percent).

Further analysis of the above shows thnt N, minus T equals ¢.05737 minus
0.05477 equals 0.0::6 or 1.06 porcent. '

Thic computution shows that it cost 1.:6 yuun less to tell 100.00 yuan worth of
goods during the current jquerter us camprred with ths base quarter,

Using the -ocaia

(lp wirns 5,0 SUgwr (v

the resvlt is G.0226 . 5.7
tion e=hows thot the 1 -

trilliun yuen.  this conputa-
. R H )
e saving of 21.52 itriilion |-

i
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Substituting in the formule
B (EPcQ; minus EP,Q,) Ny (6)

we get (1700 - 950) x 0.06737 equals 50.52 trillion yvan. Thig shows that since
more goods were sold during the current quarter, the turnover cost is higher.
However, as a result of lower turnover cost during the current quarter, a saving
of 21.2% trilijon yuan was realized, so that actually the additional turnover
cost was only 29.1 trillion yuan and not 50.52 trillion. This figure is obtained
as follows: (50.52 minus 21.42) trillion yuan, or (93.1 minus 64) trillion yuan
equals 29.1 trillion yuan. The turnover cost, thew, is affected by the combina-
tion of (1) increased turnover of goods, which causes turnover cost to go up and
2) lover turnover cost index which causes turnover cost to go down. Thus the
following formula can be used to calculate turnover cost:

ES) minus ES, equals (EPoQ) minus BPQs) Ny minus (N, minus §;) EPQ (7)

However, the above formua does not determine whether or not the turnover
cost for each category of goods has been reduced, because the over-all decrrase
of turnover cost for all items (reduced by 18.71 percent with index of 81.29 per-

cs i} cent) is less than the reduction in turnover cost of some categoric .. This shows i
R that the turnover cost index is affected by & change in the composition of goods
: during the current quarter. |

Probable comparative index equals fixed composition index times index affected
by change in the composition of commercial goods. These three items form the. index
system. Thus the table of comparative index,is calculated as follows: LA

Comparative Index Formula: :51 ;55 = Pl : EHELESS& (8)
EPoQ  EPgg, EP,Q) EP.Q,
a4

where N represents the turnover cost index of each category of goods.

o Therefore, Hl = Psé or, rewritten, Sl sy . PoQ1, so that (9)
) okl ; i

ENiPoty  ENo Polg ENL-PoQ)  EPo0y  EN)-Pa; [ENO-POQJ_ . E_PQS-J:]

EPoty | By T BN Pog ¢ BPQ, * BN, B, * |EW, Poly - Foly (10 f

lio 1 Ho 2 No 3

Here No 2 is the turnover cost index of commercial goods not affected by chenge
in composition, and lio 3 is the turnover cost index of commercial goods affected
by a change in composition. . LS I

In Io 2, (EN;-P.(y) represents the sun total of turnover cost Tor the current

quarter based on the base quarter index. The ratio of these two items is the rate !

D of' change. The difference between these two ituus is the amount of decrease in
turnover cost index for each category of goods.

Again, from table 2:

?Nl'P&%J: _ } 63+ 25.3 + 4.8 (11) ‘
BloFol " (1.80 x 1,000) 1 (0.0 x 550) + (0.06 7 130) 1

T Y 23 0.7823 or 78.23 percent.
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‘Thus, the turnover cost index for the current quarter is actually reduced by
21.77 percent and not by 18.71 percent. The reduction is greater than 18.71
mreent because brevicusly the turmover cost index was ‘till affected by the
change in the composition of commercial goods.

Now (E_INO-Poal minus EN;. le) trillion yuan = (119 minus 93.1) = 25.9
trillion yuan. Or, this may be rewritten as (174-7.741.2) trillion yuan; or
(80 minus 63) + (33 minus 25.3) (69 minus 4.8) trillion yuan, which is
25.9 triliion yuan. From this it can be determined which turnover cost has
been reduced the least. However, in No 2 it can be noted that the probable
comparative index shovs & saving of 21.42 trillion yuan, which is 4.48
trillion yuan less as compared with 25.9. This is because more goods in
classes A and B with higher turnover cost index were sold, that is, this is
caused by the change in the composition of goods sold.

The following fermula shows the relationship between a change in the
composition of goods and the resulting turnover cost index.

EN-E Q
ENoPod)  EPGQ S
2 : , or —j._agﬂ . (12)
Elg-PoQq EPQo EN<PoQo
EPoRqg

Table 3. Calewlation of Probable Comparative Index Chart

Turnover Cost
Turnover per 100 Yuan

' Goods Turnover Change of Cost Based on Base !
Commodity (100 million Composition of Index Quarter Turnover |
Classi- dollars) Goods Turnover Base Cost Index (Yuan

fica- Base Current  Base Current Quarter Base Current ¥

tion Quarter Quarter Quarter Quarter (percent) Quarter Quarter i

1 2 3 L 5 6(3x5)  _7{5xh) 5

A 500 1,000 52.63 58.83 8 b.210k  L4,706h

B 300 550 31.58 32.35 6 1.8048  1.9410

) o 150 150 15.79  8.82 4 0.6316 0.3528 ;

Total 950 1,700 100 100 -- 6.7368 7.0002

Symbol PoQqy PoR; PoQo  Poqy N, Ng PoRo Ny PRy !
EPoQ) EPoQ1l EPoRg EPQ;

In table 3 the turnover cost for the base quarter and the current quarter
are provided in column 4, {

The ratio between the two quarters is as follows:

1

T.0002
— = = 1.0391 or 103.91 percent.
No 6.7368

_5_
RESTRICTED

Sanitized Copy Approved for Release 2011/09/14 : CIA-RDP80-00809A000700150225-4



o
.. .

Sanitized C

A 1

Arovd for Release 2011/09/

[ i - b

:

op - CIA-RDP80-00809A000700150225-4

r

RESTRICTED

This -shows that as a result of change in the composition of commercial goods
during the current quarter, the turnover cost index has gone up by 3.91 percent.

The following shows the validity of the index equation:
0.8129 = 0,7823 x 1.0391.

Now (Nl minus No) Trepresents the additional turnover cost in percentage
during the current quarter, or (7.0002 minus 6.7368) equals 0.2634 yuan.
This represents the additional cost of sales as a recult of the change in
the composition of Boods sold. Thus, the uver-sll inerease in the turnover
cost for the current guarter is computed as follows:

0.263F x 1,700 xl(1)8°'°°°f°°° = 448,000,000 yuan.

Detailed analysis shows the following figures for the items listed; (+- repre- .
sents increase, - Trepresents decrease,

and figures are in 100 million yuan):

1. Turnover cost of -current quarter based
on base quarter 119.0
2. Savings realized during current quarter - 25,
=259 ;
3. Actual turnover cost during current quarter 93.1 {
b. Actual turnover cost during base quarter 6h.0 %
i
5+ Increase in turnover cost over base quarter + _29.1
A.. Additionsl turnover cost from ) /
higher volume . + 50.52 f
B.. Savings realized from lower cost - 21.h42
8. Saving from lower cost - 25,90 ;
b. Additional cost from change in the .
composition of goods + u.u8 :

Ttems No 2 and No 5 are of particular - significance. Item No 2 shows the
saving realized by achieving lower turnover cost, and item No 5 shows the

increase in turnover cost over the base quarter which also affects the
nationwide turnover cost index.

ERRATA (Tientsin, Ta Kung Pao, 7 July 1953) ‘

EN7-P, ]
l. In formula &, the numerator in the fraction Tl should readENl-POQO X
. o .

ENy P
2. In forrmula 10, the denominator in the fraction _l_..Q.Q_J: shauld read Ny Po@

]
ENg *PoQs !
: No'2 i
- TheT ;
3. All N should read n. i
}
-END- ;
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